AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 
PROVINCIAL LEGISLATURE AND THE COUNCIL ON SALDANHA BAY MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1. I have audited the accompanying financial statements of the Saldanha Bay Municipality, 
which comprise the statement of financial position as at 30 June 201 0, and the statement of 
financial performance, the statement of changes in net assets and the cash flow statement 
for the year then ended and a summary of significant accounting policies and other 
explanatory information as set out on annexure A pages 4 to 68 and pages 77 to 78. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 

2003) (MFMA) and Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) 
(DoRA). This responsibility includes: designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free 
from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 

2004) (PAA), my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 
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Basis for qualified opinion 


Fines 

8. The municipality receives traffic fine income in cash at the traffic department. In the prior 
year, there was no adequate system to reconcile the traffic fines issued with the cash 
received. The municipality’s records did not permit the application of alternative audit 
procedures regarding this class of revenue. Consequently, I did not obtain all the 
information and explanations considered necessary to satisfy myself regarding the 
accuracy and completeness of traffic fine income stated at R1 661 748 in the statement of 
financial performance for the comparative financial year. 

Rental of facilities and equipment 

9. A significant amount of the rental received from the hiring of facilities is received in cash at 
the facilities operated by the municipality. In the prior year, there was no adequate system 
of control over such revenue on which I could rely for the purpose of my audit. The 
municipality’s records did not permit the application of alternative audit procedures to obtain 
reasonable assurance that all cash revenue received had actually been recorded in the 
books of account. Consequently, I was unable to satisfy myself regarding the accuracy and 
completeness of revenue from the rental of facilities stated at R7 863 1 05 in the statement 
of financial performance for the comparative year. 

Government grants and subsidies 

10. During the prior year, as a consequence of inadequate accounting records, I was unable to 
obtain sufficient appropriate audit evidence for the government grants and subsidies which 
were recognised as earned. My audit opinion on the financial statements for the period 
ended 30 June 2009 was modified accordingly. As a consequence of inadequate 
accounting records, I was still unable to obtain sufficient appropriate audit evidence for the 
amounts disclosed for the government grants and subsidies for the comparative year in the 
statement of financial performance amounting to R54 733 755 as well as the impact thereof 
on the accumulated surplus. I am thus unable to verify the occurrence, accuracy or 
completeness of this comparative amount. 


Qualified opinion paragraph 

11. In my opinion, except for the effects of the matter described in the Basis for qualified 
opinion paragraph, the financial statements present fairly, in all material respects, the 
financial position of the Saldanha Bay Municipality as at 30 June 2010 and its financial 
performance and its cash flows for the year then ended, in accordance with SA Standards 
of GRAP and in the manner required by the MFMA and DoRA. 
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Emphasis of matters 

12. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

13. As disclosed in note 40 to the financial statements, the corresponding figures for 30 June 
2009 have been restated as a result of an error discovered during 2010 in the financial 
statements of the Saldanha Bay Muncipality at, and for the year ended, 30 June 2009. 


irreguiar expenditure 

14. As disclosed in note 45 of the financial statements, the municipality incurred irregular 
expenditure amounting to R57 931 180. This is as a result of due process not being 
followed during the supply chain management process. 

Materiai iosses 

15. As disclosed in Appendix G to the financial statements, material losses to the amount of 
R12 505 574 for electricty and R5 179 200 for water were incurred as a result of a 
combination of technical and non technical losses. 

Material under spending of the budget 

16. The municipality has materially underspent its capital budget by 60.8%. At the date of this 
report the under spending on capital projects amounted to R97 740 209. The Housing 
programme, the Road and Community and Social programmes were significantly affected 
by the lack of spending. 

Additional matters 

17. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Material inconsistencies in other information included in the annual report 

18. At the date of finalising my audit, the annual report has not yet been finalised. I have 
therefore not been able to determine if there are any inconsistencies between the audited 
information and other information presented in the annual report. 

Unaudited supplementary schedules 

19. The supplementary information set out on annexure A pages 69 to 76 and pages 79 to 149 
does not form part of the financial statements and is presented as additional information. I 
have not audited these schedules and accordingly I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

20. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations MFMA, 
Division of Revenue Act, 2009 (Act No. 12 of 2009) (DoRA), Local Government: Municipal 
Systems Act, 2000 (Act No. 32 of 2000) (MSA), Municipal Structures Act, 1998 (Act No. 
117 of 1998), and financial management (internal control). 

Predetermined objectives 

Non-compliance with regulatory requirements 

No reporting against predetermined objectives, indicators and targets 

21 . The Saldanha Bay Municipality did not prepare the annual performance report in terms of 
section 46 of the MSA, and section 121 (3)(c) of the MFMA. 

Compliance with laws and regulations 


Municipal Finance Management Act (MFMA) 

Accounting officer did not adhere to his statutory responsibilities 

22. Contrary to the requirements of section 62(1)(c)(i) of the MFMA, the accounting officer did 
not comply with his legislative responsibility of managing the financial administration of the 
municipality by taking reasonable steps to ensure that the municipality has and maintains 
effective, efficient and transparent systems of financial and risk management and internal 
controls, as no formal risk assessment was performed during the 2009/10 financial year. 
Furthermore, the municipality’s Fraud Prevention Strategy is still in draft format. 

23. Contrary to the requirements of section 62(1)(c)(ii) of the MFMA, the accounting officer did 
not comply with his legislative responsibility of managing the financial administration of the 
municipality by taking reasonable steps to ensure that the municipality has an maintains 
effective, efficient and transparent systems of internal audit, operating in accordance with 
any prescribed norms and standards. The Internal audit unit of the municipality did not 
advise the accounting officer and report to the audit committee matters relating to risk and 
risk management, performance management, loss control etc, as only one quarterly report 
was finalised and submitted to the audit committee for review. Consequently the audit 
committee did not advise the municipal council on matters relating to risk management and 
performance management during the year under review as the necessary risk assessments 
were not performed, nor was any performance management information provided to it to 
enable it to provide the advice as require by section 166(2) of the MFMA. 

24. Contrary to the requirements of section 1 26(1 ) of the MFMA, the accounting officer did not 
submit the financial statements within two months after the end of the financial year for 
auditing. 
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Expenditure was incurred in contravention of or not in accordance with appiicable 

legislation resulting in irregular expenditure 

25. Expenditure was incurred which was not in accordance with the requirements of the supply 
chain management policy of the municipality. As disclosed in note 45 of the financial 
statements, the municipality incurred irregular expenditure amounting to R57 931 180. This 
is as a result of due process not being followed during the supply chain management 
process. 

The financial statements were not prepared in accordance with applicable legislation 

26. Contrary to the requirements set out in section 122 of the MFMA, the municipality did not 
prepare financial statements that fairly present the state of affairs of the municipality, its 
performance against its budget, its management of revenue, expenditure, assets and 
liabilities, its business activities, its financial results, and its financial position as at the end 
of the financial year as the financial statements reviewed for audit were subject to material 
corrections during the audit process. 

Supply chain management (SCM) 

27. Contrary to section 116(3) of the MFMA, contracts or agreements procured through the 
SCM policy were amended while the reasons for the proposed amendment were not tabled 
in the council and the local community were not given reasonable notice of the intention to 
amend the contract or agreement nor were they invited to submit representations. 

Municipal Systems Act (MSA) 

Performance management system 

28. Contrary to the requirements of section 34 of the MSA the municipality did not annually 
review and amend the integrated development plan (IDP). 

29. Contrary to the requirements of section 26(i) and 41(1)(c) of the MSA, neither the 
2008/2009 IDP nor the IDP 2006/2011 details the performance indicators and 
performances targets. 

30. Contrary to the requirements of section 11(3)(k) of the MSA, the municipality did not 
establish and implement a performance management system. 

31. Contrary to the requirements of section 57(1 )(b) of the MSA, certain managers who are 
directly accountable to the municipal manager did not sign their separate annual 
performance agreement. 

Declaration of interest 

32. Contrary to the requirements of section 5A of Schedule 2 of the MSA, certain managers did 
not declare in writing all interests held by that person or his/her spouse. 
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Municipal Planning and Performance Management Regulations 

Integrated Development Plan Performance management system 

33. Contrary to the requirements of section 2(1 )(a) of the GRN 796 Municipal Planning and 
Performance Management Regulations, no organogram or institutional framework was 
included in the 2008/09 IDP review. The IDP for 2006/2011 contained a section for the 
institutional framework which may not be relevant anymore. 

34. Contrary to the requirements of section 2(3) of the GRN 796 Municipal Planning and 
Performance Management Regulations, neither the 2008/09 IDP nor the IDP 2006/2011 
contained a financial plan which indicated the financial resources available for capital 
project developments and operational expenditure. 

Supply Chain Management Regulations 

Supply chain management 

35. Contrary to the requirements of regulation 46(2)(e), no controls have been implemented for 
the period July 2009 to March 2010 for SCM officials or other role players to declare any 
reward, gift, favour, hospitality or other benefit promised, offered or granted to that person 
or to any close family member, partner or associate of that person. 

36. Contrary to the requirements of regulation 46(2)(e) SCM procedures have only been 
implemented from 18 November 2009 for the effective internal monitoring and determining 
whether the authorised SCM processes are being followed and whether the desired 
objectives are being achieved. 

37. Contrary to the requirements of regulation 7(1) and (3), an adequate SCM unit was not in 
place for the entire period under review. Furthermore, the SCM function was previously 
centralised under the Head of Expenditure instead of the office of the CFO. 

38. Contrary to the requirements of regulation 16(a) and 17(a), quotations have not been 
obtained from at least three different providers in various procurement instances. 
Furthermore, contrary to the requirements of regulation 17(1)(c) the reasons for not 
obtaining three quotes were not recorded and approved by the CFO. 

39. Contrary to the requirements of regulation 36(1) in certain instances the municipality 
deviated from competitive bidding on the basis that the goods and services are only 
available from a sole service provider even though other suitable suppliers were available 
on the market. 

INTERNAL CONTROL 

40. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the relevant laws and regulations, 
but not for the purpose of expressing an opinion on the effectiveness of internal control. 

41 . The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 

Leadership 

42. An environment that is conducive to good accountability and service delivery through 
positive attitude, integrity, competence, and ethical behaviour did not exist, as the positions 
of CFO, IDP (Integrated Development Plan) Manager and Director of Strategy and 
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Planning were vacant for the year under review together with various other positions in the 
finance department. The position for the head of internal audit was also vacant for part of 
the year. This contributed to an unstable control environment and a pervasive breakdown in 
controls within the SCM function which ultimately led to the forensic investigation into SCM 
irregularities and instances of irregular expenditure disclosed in the financial statements. 

43. Performance is not measured, as no performance management system has been 
communicated, implemented and monitored and no performance report has been issued. 
This is a result of the IDP Manager and Director of Strategy and Planning being vacant. 

44. The accounting officer does not sufficiently exercise his oversight responsibility over 
reporting and compliance with laws and regulations and internal control, as several matters 
of non compliance were identified during the audit. 

45. The system relating to supply chain management is not documented in the policy and 
procedures manual and the results of the monitoring process are not routinely 
communicated to all managers and staff. The municipality had challenges in supply chain 
management as there was a break down in the control environment throughout various 
directorates responsible for aspects of the supply chain management process. 

46. The accounting officer thus instituted a forensic investigation which confirmed the pervasive 
breakdown of the control environment. The personnel in the various directorates implicated 
have not taken accountability for the breakdown of the control environment in this regard. 

47. Actions are not taken to address risks relating to the achievement of complete and accurate 
financial and performance reporting, internal and external audit findings are not addressed 
and control weaknesses are not analysed, and appropriate follow-up actions are not taken 
that address internal control deficiencies, as several matters identified during the prior year 
audit were again identified and communicated to management during the current year. 

48. Through review of management’s responses, comments and action taken on internal audit 
findings of the 8 components executed by internal audit, we established that limited or no 
action was taken by management to address the internal audit findings. 

Financial and performance management 

49. Adequate processes have not been implemented to ensure that the report on 
predetermined objectives is compiled. 

50. The finance management unit and performance management units was not fully 
capacitated for the year under review. Furthermore, the staff were not adequately trained 
on generally recognised accounting processes and performance management systems. 

51 . The financial statements and annual performance report were not submitted for auditing as 
per the legislated deadlines due to the process of componentising the property, plant and 
equipment commencing late together with challenges experienced to finalise prior year 
audit queries. 


Governance 

52. The entity does not have a formal risk assessment process, and there is no enterprise risk 
management. The municipality only has a draft risk management policy and consequently 
no formal risk assessment, including identified risks, exposure to the risks and the 
significance of these risks was performed during the year under review. 

53. The risk of material misstatement due to fraud is not sufficiently considered, as no 
approved fraud prevention plan exists. Upon inspection of the new Fraud Prevention 
Strategy, it was identified that it is still in draft format. Consequently, insufficient controls 
may be in place to prevent and detect fraud. 
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54. Internal control deficiencies were not identified and communicated in a timely manner to 
allow for corrective action to be taken, as internal audit was not fully functional throughout 
the year. 

55. Internal audit did not fulfil its responsibilities as set out in legislation and in accordance with 
accepted best practice and standards: 

• Only one quarterly report was finalised and submitted to the audit committee for review. 

• The full three year Internal audit Plan was not compiled and approved by the Audit 
Committee. 

• Only 8 of the proposed 14 components were executed by internal audit and a further 2 
were partially completed. 


OTHER REPORTS 


Investigations in progress 

56. A forensic investigation into alleged irregularities in supply chain management was not 
finalised at the date of this report. However, based on the information available, 
management have recognised irregular expenditure amounting to R51 857 394 in the 
financial statements disclosure notes in this regard. This is as a result of due process not 
being followed during the supply chain management process. 


Cape Town 
1 December 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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